At Lowe's we're expanding our vision to ensure we continue providing the highest quality home improvement solutions to our customers.
In 2000, Lowe's expanded its reach, introducing our bright, clean stores offering creative merchandising to millions of new customers.
As the $400 billion industry continues to grow, we remain steadfast in our mission of providing we provide a preferred shopping environment to our customers. By focusing on the customer, we continuously find ways to improve, thereby expanding our vision of how to best serve our customers.
Increasing Market Share
The United States offers a $400 billion market opportunity of which over 80% is highly fragmented among smaller and regional competitors. Opportunities exist for Lowe's to further increase our market share as we relentlessly pursue solutions for our customers. When the economic climate changes, the world's best retailers look for opportunity. The marked economic shift that occurred during the latter part of 2000 was one such time, and Lowe's took the opportunity to evaluate our business and sharpen our vision for the future. While obstacles like the slowing economy and severe lumber deflation kept us from meeting all of our objectives for 2000, Lowe's did report record sales and earnings during these somewhat challenging economic times. Lowe's achieved sales of $18.8 billion in 2000, an 18 percent increase over 1999; net income exceeded $800 million, showing a 20 percent improvement over 1999; and earnings per share improved from $1.75 to $2.11, a 21% increase. Pursuing our tack of carefully planned growth, Lowe's opened 100 new stores during 2000. We increased our presence in the top 25 U.S. Metropolitan Statistical Areas (MSAs), significantly increasing the number of stores in these crucial areas to 18 percent of our total. The top 25 MSAs represent approximately one-half of the nation's Do-ItYourself (DIY) market potential and therefore represent tremendous opportunity for future growth as Lowe's continues expanding into these areas.
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During 2000, we converted all 41 former Eagle locations to Lowe's Home Improvement Warehouses. This enormous endeavor was completed in the third quarter of 2000, thanks in large part to the dedication and assistance of our employees at these locations and throughout Lowesland, and our vendor partners. We are now aggressively marketing the Lowe's story of superior customer service, quality products and exclusive brands backed by Lowe's guaranteed low prices and complete customer satisfaction. We expect to continue experiencing financial improvement from these "new" Lowe's stores.
Looking to the future, we see a fast growing and highly fragmented $400 billion home improvement industry only getting better. The home improvement market is expected to grow over four percent annually for the next four years, as Baby Boomers trade up, remodel, and generally improve their homes, and X'ers buy and move into their first homes and prepare for the family to follow. Even more promising, today the home improvement industry is dominated by two industry leaders. Lowe's, and our primary competitor, as the top two players, control less than 20 percent market share. The balance of the industry's sales is highly fragmented, creating continued opportunity for market share gains.
Another important and positive aspect of the home improvement industry is the resiliency it To Our Shareholders: robert l. tillman chairman of the board, president and chief executive officer
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historically and consistently exhibits during difficult economic times. Typically, even when the economy slows, homeowners continue to invest in one of their most important, and enduring assets -their home. Home ownership remains at historically high levels, and as interest rates decline, attractive refinancing encourages home improvement spending.
In 2001, we plan to open an additional 115 to 120 stores, 65 percent of which will open in metropolitan markets with populations greater than 500,000. This aggressive expansion will build on our established base of 650 stores in 40 states reported at the end of 2000.
With Lowe's stores now spanning the United States, advertising is even more important in creating brand awareness. February 2001 was a milestone for Lowe's, marking the launch of our national network television advertising campaign. With Lowe's expansion into California, the Pacific Northwest and the Northeast, national network advertising is now a cost-effective medium for introducing Lowe's to millions of Americans. This step into the national advertising arena parallels Lowe's tremendous growth and foreshadows our successes yet to come.
As Lowe's grows, we must constantly fine-tune our merchandise offering, keeping an eye on the needs and wants of our customers. A major initiative of the past year, and an area of continued opportunity for the future, has been a shift to carrying a larger selection of increasingly popular premium grade products, accentuating a range of price points, and effectively moving the consumer "up the continuum" to better value. Consumers have told us that they want higher-end, better quality and uniquely different products, and our merchants are providing and presenting them in the ideal environment -our attractive, customerfriendly stores. Our cleaner, brighter, better organized and easier-to-shop stores provide an excellent environment in which to showcase better brands and premium products. Innovative, informative and even inspirational displays also add to the interest and enjoyment of shopping at Lowe's.
As the affluent Baby Boomers evolve from a generation of DIYers to Buy-It-Yourselfers (BIYers), our ability to offer complete, solution-based product and installation programs is critical to success. Key sales initiatives in 2000 focused on Commercial Business Customers (CBCs), Special Order Sales (SOS), and Installed Sales. These programs will continue as sales drivers for 2001 and beyond, as we remain focused on meeting our customers' needs and exceeding their expectations.
At Lowe's, we want our customers to shop in a way that best suits their needs. That's why in 2000 we re-launched a new and improved lowes.com. Lowe's internet presence allows us to offer more special order products as well as enhance customer relationships, with instructions for more than 300 DIY projects available online.
In an effort to continually improve our processes and provide better value for our customers, we integrated our technology and logistics groups in 2000, bringing together two of Lowe's strongest competitive advantages. This synergy between inventory management, distribution, Management Information Systems and the internet reduces costs in the inventory supply chain. Enhancing our existing logistics network of highly automated distribution facilities, we broke ground last year on two new regional distribution centers in Perris, CA, and Findlay, OH. Opening in 2001, these distribution centers will add to our logistics infrastructure and enhance our ability to cost-effectively move products from our vendors through Lowe's stores into the hands and homes of our customers. During 2000, Lowe's provided store managers increased flexibility in managing inventory quantities and selections. While buying and logistics remain centralized, we shifted additional responsibility from our Wilkesboro headquarters to individual stores, empowering our store management teams to adjust inventory quantity and selection based on their respective local needs. This gives associates on the sales floor -those employees closest to the customer -greater opportunity to influence the merchandising of a store, based on regional and local preferences, governmental regulations, or building codes, thereby ensuring customers' needs are met.
Providing the right products at competitive prices in a preferred shopping environment is essential, but it's only part of the equation. Customer service is critical for our success, and service is the element that completes the customer's experience. Quality customer service starts with quality people. We know that well-trained employees lead to superior service, so we strive to attract and retain the best employees in every market. We reward our associates for their dedicated customer service and offer the best and most comprehensive benefits package in retail. Lowe's "Buy, Own, Save" program is a threefold plan that helps our employees plan for the future. Nearly seven percent of Lowe's stock is owned through our Employee Stock Ownership Plan (ESOP). As an ESOP company, all associates with more than one year of service receive a contribution of Lowe's stock. Through this program and other performance-based incentives, Lowe's effectively links personal and corporate success, sending a consistent message to employees as to the vital role they play in determining the growth and success of Lowe's.
We're confident that our benefits program allows us to attract and retain the best employees available, which in turn enhances our customer service. We continually improve our workforce through aggressive recruiting, strong mentoring and ongoing training.
At Lowe's, expanding our vision is about finding new ways to exceed customer expectations. In an ever-changing marketplace, that translates to constantly fine-tuning all aspects of our business, from customer service and merchandising to logistics and technology. It is with this philosophy that we continue to grow, offering only the best in home improvement to our customers.
As Lowe's enters a new fiscal year, Improving Home Improvement is a promise that continues to drive every aspect of our business strategy. No matter how simple or complex a customer's needs, no matter how big or small their project, our mission is to provide an environment where retail and commercial customers can find everything they need to improve their most valuable investments -their homes and businesses.
Best wishes,

A Work In Progress
At Lowe's, innovative, informative and even inspirational displays help to expand the homeowner's vision in the continuous evolution from "house" to "home."
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America is focusing on home improvement.
From the oldest ranch house to the newest mansion, every home is a work in progress. Maintenance is essential. Practical upgrades are invaluable. Repair is inevitable. And there's nothing like a well-planned expansion project to accommodate a growing family. As perfect as a house may be, though, homeowners know that there's always a way to make things better.
It's the same with Lowe's. We celebrate when we enter a new market. We rejoice when customers tell us how Lowe's has helped them successfully complete a project. But most of all, we anticipate the next project, because we know that as long as we remain focused on satisfying our customers' home improvement needs, our opportunity for future growth is assured.
Lowe's has raised the bar for customer satisfaction by providing quality products at competitive prices supported by expert advice for everyone from Do-It-Yourselfers to our fast-growing market of Commercial Business Customers. We serve our customers through multiple channels -in any of our stores nationwide, via telephone, fax, or online at the new and improved lowes.com site. These multiple points of contact give our retail and commercial customers the flexibility to browse and buy at their convenience, making Lowe's their preferred home improvement source.
Through all of our growth and evolution over the past decade, Lowe's has ensured that we always keep the customer in the picture. From the refinement of our concept to the placement of our stores, focus on our customers has guided our decade-long transformation, and will remain the focal point in the years to come.
Keeping the Customer in Focus
We know who our customers are.
We're gaining visibility nationwide.
With the opening of 100 new stores and the conversion of 41 former Eagle locations in 2000, Lowe's is strengthening its presence in U.S. metropolitan markets. We entered nine of these markets in 2000, increasing our position in these large, dynamic markets. Now, 18 percent of our total stores are in the top 25 U.S. markets. In 2001, we'll build on that momentum, expanding our reach to even more of the nation's top markets.
But Lowe's stores aren't just growing in number. They're growing in strength. We're constantly studying the market, anticipating trends, and sharpening our concept to make our stores as consumer-friendly as possible. We've empowered our store employees -those closest to the customer -to fine-tune the product offering to meet market-specific needs. The result is a home improvement chain that grows and changes to meet the needs of its customers.
Keeping our customers in view.
A full 75 percent of our sales in 2000 came from retail customers, including both the Do-It-Yourself (DIY) and the Buy-It-Yourself (BIY) consumers. With retail sales comprising over 50 percent of the $400 billion total home improvement market, Lowe's is poised to increase our retail sales even more by providing the superior product and service solutions these customers demand.
The remaining 25 percent of our sales in 2000 came from Commercial Business Customers -a group that represents an estimated $175 billion of annual home improvement spending. We know what customers are looking for.
Early on, Lowe's identified the migration from DIYers to BIYers -customers who have the money, but not always the time, to invest in home improvement projects. This trend prompted Lowe's to anticipate the needs of this emerging group of consumers by offering installation services, creating helpful Web tools, and hiring professionals with the knowledge, skills and practical experience to help customers simplify their home improvement projects. The shift to BIY has also fueled our Commercial Business Customer initiative.
Customers of every interest and skill level shop at Lowe's because they know we have the expertise to answer questions ranging from basic to complex. Our knowledgeable sales associates know how to explain projects and solutions so first-time DIYers feel confident. And our Lowe's Pros know their specialties inside and out, so there's always an expert on hand to recommend products that give our customers the best value and performance for the job.
Installed Sales
With hectic schedules and a desire to spend more time enjoying other activities, many Do-It-Yourselfers have evolved into Buy-It-Yourselfers. Lowe's has expanded its offering of installation services to over twenty product categories to meet the needs of this growing customer segment.
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We're constantly refining our concept.
Markets change. Customers change. And Lowe's is adapting to the needs of our growing consumer base. We're constantly improving our concept with customer-friendly environments and exclusive products designed especially to satisfy the needs and wants of Lowe's customers.
Our research tells us customers enjoy shopping our stores due to the bright store environment, informative displays, and practical store layout. We're able to devote more space to highly focused merchandising efforts -providing customers with better product presentations that enhance their shopping experience while boosting Lowe's sales in categories such as home décor and appliances.
Lowe's recognizes our customers may be looking for a low-cost option, a top-of-the-line solution, or something in between. At Lowe's they can find a comprehensive offering with clear, concise information to easily differentiate the features and benefits associated with each product. For customers who want even more selection, our Special Order Sales program brings hundreds of thousands of more products into the picture.
Through our exclusive and proprietary brands, we are working to give our customers products that have unique characteristics making them different and better than the alternatives previously available in the market. Lowe's Top Choice ® Lumber, Kobalt TM Tools and Alexander Julian At Home ® décor products are only a few examples where Lowe's has used exclusive or proprietary products to provide customers with better value, through enhanced selection and quality at prices competitive with lesser quality brands.
We're perfecting logistics.
At Lowe's we know the retailer who can move products from the manufacturer through the store to the customer -as quickly and efficiently as possible, and at the lowest possible cost -is the retailer who'll reign supreme in the 21st Century. This conviction explains why inventory management and logistics continued to be a top priority for Lowe's in 2000, and why they remain an important focus for 2001 and beyond.
One important component of Lowe's inventory management plan is its network of distribution centers, which stretches from coast to coast. With new regional distribution centers scheduled to open in Ohio and Southern California in 2001, Lowe's is uniquely positioned to keep products in stock at our stores. This equates to better customer service and increased sales potential, while minimizing Lowe's distribution costs and inventory investment. Our information systems are integrated with our inventory management processes, our distribution centers, and the internet to produce a strategic inventory management system maximizing efficiency while minimizing supply-chain costs. And that's a crucial foundation for Lowe's as we continue our expansion in the 21st Century.
Customers have told us they want higher-end, better quality, and uniquely different products. Exclusive brands such as Alexander Julian At Home ® ‚ are designed to ensure Lowe's provides products offering quality, value and a unique sense of design to our customers.
We're watching over the community.
Lowe's promotes responsible corporate citizenship through its support of such well-known charitable organizations as the United Way and the American Red Cross. In addition, Lowe's provided assistance to victims of natural disasters throughout 2000. Lowe's employees also have opportunities to enrich their own communities with hands-on involvement through initiatives like Lowe's Heroes and the Lowe's Charitable and Educational Foundation.
As the world's second-largest home improvement chain, Lowe's is a major source of lumber and other wood products -and we want to do our part to protect threatened forests around the world. That's why in 2000, we announced an environmental policy with plans to aggressively phase out the purchase of wood products from endangered forests as these areas are identified and mapped. This includes an immediate ban on wood coming from the Great Bear Rainforest of British Columbia. We will continually work with suppliers to encourage the maintenance of natural forests and environmentally responsible forest practices. When wood is grown, harvested, and managed responsibly, a forest can continue to produce this versatile, renewable resource for many generations.
In addition to our pledge to protect these priceless forests, we've made a commitment as a founding sponsor of the National Garden, a three-acre greenway adjacent to the U.S. Botanic Garden Conservatory. Located in the heart of our nation's capital, the garden will be the country's premier showcase for unusual, ornamental and indigenous plants, highlighting the interrelationships among people, plants and nature. Groundbreaking is set for 2001. This living museum is sure to provide beauty, education and enjoyment to millions of visitors for years to come. Employees have a bright future with Lowe's.
As an employer of over 100,000 team members, Lowe's never underestimates the important role our employees play in providing advice and solutions to customers, and ultimately, in determining our success. We provide comprehensive, on-going training to our employees to sharpen their product knowledge and people skills, and to allow them to become experts at their jobs. Friendly, confident expertise is what sets Lowe's apart from the competition -and it's what keeps our customers coming back.
Lowe's actively recruits career-minded individuals to staff our stores, and we provide them with the tools and resources to grow and advance within the company. Company mentorships provide one-onone guidance to new employees and veteran team members alike, while orientation programs foster company-wide communication and understanding.
Throughout their tenure with the company, employees enjoy competitive pay, benefits, performance incentives, stock options and numerous opportunities for career development. And at the management level, a bonus program, based on store performance, gives outstanding managers a chance to significantly increase their compensation.
Lowe's recognizes the hard work, dedication and performance of all employees through our "Buy, Own, Save" program for stock accumulation. From day one of their employment, employees are eligible to enroll in Lowe's discounted stock purchase plan which allows them to "Buy" Lowe's stock at a 15 percent discount. After a year of service, qualified employees are automatically enrolled in Lowe's Employee Stock Ownership Plan, and receive annual contributions of Lowe's stock. This allows them to "Own" a stake in Lowe's financial success. Team members are also encouraged to "Save" through Lowe's 401(k) program, our Employee Savings and Investment Plan. All three programs are designed to reward employees for hard work, to create a vehicle for financial security and to link individual success to the success of the company.
At Lowe's our most valuable asset is our people. Customer service begins with them. We value the role each employee plays in our success, and we reward them with competitive pay, great benefits and the opportunity to grow with Lowe's.
We're expanding our vision.
At Lowe's, we're keeping our promise of Improving Home Improvement. Our innovative new concepts in home improvement retailing are not only attracting new customers from previously untapped markets, they're keeping our present customers coming back, time after time.
Our product knowledge is unmatched. Our superior customer service skills continue to elevate our position among our retail and commercial customers. And most importantly, the tools and processes we continue to perfect will help us serve customers better -and continue to drive our growth. In 2001, our strategy goes far beyond our preferred product selection and everyday low prices. Our 21st century strategy involves identifying and leveraging new opportunities and focusing on geographic expansion. By seizing these crucial opportunities as they present themselves, Lowe's continues to build on our previous successes for the good of our shareholders, employees, customers and the communities in which we operate.
Financial Information
We have audited the accompanying consolidated balance sheets of Lowe's Companies, Inc. and subsidiaries (the "Company") as of February 2, 2001 and January 28, 2000, and the related consolidated statements of earnings, shareholders' equity, and cash flows for each of the three fiscal years in the period ended February 2, 2001. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. The consolidated financial statements give retroactive effect to the 1999 merger of the Company and Eagle Hardware and Garden, Inc., which was accounted for as a pooling of interests as described in Note 2 to the consolidated financial statements. We did not audit the statement of earnings, shareholders' equity, and cash flows of Eagle Hardware and Garden, Inc. for the year ended January 29, 1999, which statement of earnings reflects total revenues of $1,085.7 million. Those statements were audited by other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts included for Eagle Hardware and Garden, Inc. for the fiscal year ended January 29, 1999, is based solely on the report of such other auditors.
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits and the report of the other auditors provide a reasonable basis for our opinion.
In our opinion, based on our audits and the report of the other auditors, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Lowe's Companies, Inc. and subsidiaries at 
Management's Responsibility for Financial Reporting
Lowe's management is responsible for the preparation, integrity and fair presentation of its published financial statements. These statements have been prepared in accordance with generally accepted accounting principles and, as such, include amounts based on management's best estimates and judgements. Lowe's management also prepared the other information included in the annual report and is responsible for its accuracy and consistency with the financial statements.
The Company's financial statements have been audited by the independent accounting firm Deloitte & Touche LLP, which was given unrestricted access to all financial records and related data. The Company believes that all representations made to the independent auditors during their audit were valid and appropriate. Deloitte & Touche's audit report presented here provides an independent opinion upon the fairness of the financial statements.
The Company maintains a system of internal control over financial reporting, which is designed to provide reasonable assurance to Lowe's management and Board of Directors regarding the preparation of reliable published financial statements. The system includes appropriate divisions of responsibility, established policies and procedures (including a code of conduct to foster a strong ethical climate) which are communicated throughout the Company, and the careful selection, training and development of its people. Internal auditors monitor the operation of the internal control system and report findings and recommendations to management and the Board of Directors, and corrective actions are taken to address control deficiencies and other opportunities for improving the system as they are identified. The Board, operating through its audit committee, provides oversight to the financial reporting process. Our Annual Report talks about our future, particularly in the sections titled "To Our Shareholders" and "Management's Discussion and Analysis of Financial Condition and Results of Operations." While we believe our expectations are reasonable, we can't guarantee them and you should consider this when thinking about statements we make that aren't historical facts. Some of the things that could cause our actual results to differ substantially from our expectations are:
* Our sales are dependent upon the general economic health of the country, variations in the number of new housing starts, the level of repairs, remodeling and additions to existing homes, commercial building activity, and the availability and cost of financing. An economic downturn can impact sales because much of our inventory is purchased for discretionary projects, which can be delayed.
* Our expansion strategy may be impacted by environmental regulations, local zoning issues and delays, availability and development of land, and more stringent land use regulations than we have traditionally experienced as well as the availability of sufficient labor to facilitate our growth.
* Many of our products are commodities whose prices fluctuate erratically within an economic cycle, a condition true of lumber and plywood. * Our business is highly competitive, and as we expand to larger markets, and to the internet, we may face new forms of competition which do not exist in some of the markets we have traditionally served.
* The ability to continue our everyday competitive pricing strategy and provide the products that customers want depends on our vendors providing a reliable supply of inventory at competitive prices.
* On a short-term basis, weather may impact sales of product groups like lawn and garden, lumber, and building materials.
Disclosure Regarding Forward-Looking Statements
This discussion summarizes the significant factors affecting the Leases Assets under capital leases are amortized in accordance with the Company's normal depreciation policy for owned assets or over the lease term, if shorter, and the charge to earnings is included in depreciation expense in the consolidated financial statements.
Self Insurance The Company is self insured for certain losses relating to workers' compensation, automobile, general and product liability claims. The Company has stop loss coverages to limit the exposure arising from these claims. Self-insurance losses for claims filed and claims incurred but not reported are accrued based upon the Company's estimates of the aggregate liability for uninsured claims incurred using actuarial assumptions followed in the insurance industry and the Company's historical experience.
Income Taxes Income taxes are provided for temporary differences between the tax and financial accounting bases of assets and liabilities using the liability method. The tax effects of such differences are reflected in the balance sheet at the enacted tax rates expected to be in effect when the differences reverse. The proceeds from sales of available-for-sale securities were $8.6, $17.1 and $37.5 million for 2000, 1999 and 1998, respectively. Gross realized gains and losses on the sale of available-for-sale securities
were not significant for any of the periods presented. Municipal 
Property and Accumulated Depreciation
Property is summarized below by major class: The 
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